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NUMBER THREE 


HISTORY OF THE FIRM 


By WILLIAM M. LYBRAND 


(Continued) 
FOUNDING OF THE FIRM 

The firm of Lybrand, Ross Bros. & 
Montgomery was formed January l, 
1898. Its members were William M. 
Lybrand, T. Edward Ross, Adam A. 
Ross and Robert H. Montgomery. 
They had been friends and co-workers 
for almost ten years prior to that 
time, so that thirty years or more 
have passed by since they began their 
business careers together. The ties 
of friendship established so long ago 
have continued to strengthen during 
the intervening years, until the name 
of the firm, in which all their names 
are joined, and which has continued 
unchanged for so many years, has 
become to them a symbol of that un- 
changeable regard in which they hold 
each other. 

Emerson says “Hitch your wagon to 
a star,” which is only a poetical way 
of saying ‘“‘have ideals.”” They may be 
troublesome companions sometimes, 
your ideals, because it is not always 
easy to live up to them, but they make 
life really worth living. In Lowell’s 
poem, the “Commemoration Ode,” this 
thought is beautifully expressed in 
that third stanza describing the search 
for Truth, in which he says 


“Those love her best who to themselves 
are true, 
And what they dare to dream of, 
dare to do.” 


It may seem as though there is a 
wide gap between poetry and account- 
ing, but what better motto could there 
be for the accountant than these 


words “‘to themselves are true.” After 
all, character is the most important at- 
tribute an accountant can possess; 
after that might come ability and per- 
sonality; but character stands first. 
That quality is what every partner 
in the firm wants the firm name to 
stand for—character—now and al- 
ways. No greater compliment can be 
paid to any partner or any member of 
the staff than to be told that that is 
what his organization represents. 


NEW PARTNERS ADMITTED 


The first accession to the firm was 
Mr. Pugh, who was invited to enter it 
January 1, 1906. He had been a 
friend and co-worker with the four 
partners prior to the organization of 
the firm, and was with them from the 
inception of their business up to the 
time he was admitted to the firm. He 
hails from that good old Quaker insti- 
tution, Swarthmore College. 

Mr. Staub was the next new part- 
ner. Having graduated from Girard 
College, Mr. Staub, after several years’ 
service elsewhere, entered the office of 
the Girard Estate. In no office could 
one receive a better training in the 
fundamentals of accounting, accuracy, 
thoroughness, neatness and dispatch. 
He was counted a welcome and valu- 
able addition to the staff of the Phila- 
delphia office when, in January, 1901, 
the Girard Estate agreed to release 
him. Mr. Staub became manager of 
the Pittsburgh office in 1908, was ad- 
mitted to the firm and took charge of 
the Chicago office January 1, 1911, and 
came to New York in 1913. 
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On January 1, 1918, four new mem- 
bers were added to the firm, and on 
January 1, 1919, two others, all of 
them having previously been members 
of the staff. Mr. Dumbrille and Mr. 
Gee became partners in New York, Mr. 
Hood and Mr. Sharpe in Philadelphia, 
Mr. Henderson in Chicago and Mr. 
Sweet in Boston. 

Mr. Dumbrille has been associated 
with the New York office for a long 
while, having joined it in June, 1906. 
In 1914 he took charge of the Pitts- 
burgh office, but the growth of the 
New York business made it necessary 
to recall him after a year’s service 


there. He is a Certified Public Ac- 
countant of Connecticut. 
Mr. Gee became a member of the 


Philadelphia staff in November, 1908. 
After service there and in the New 
York and Boston offices, he went to 
Washington in 1917 as the represen- 
tative of the firm in connection with 
very important work for the United 
States Government. When that work 
was completed he returned to New 
York. Mr. Gee is a Certified Public 
Accountant of Pennsylvania. 

Mr. Hood joined the Philadelphia 
staff in October, 1907, and during his 
service thereon was in charge of en- 
gagements of a very varied character. 
For some years prior to his connection 
with this firm, he had been in the of- 
fice of a client. Mr. Hood is a Cer- 
tified Public Accountant of Pennsyl- 
vania. 

Mr. Henderson, now resident part- 
ner in Chicago entered the office there 
in December, 1912. He is a Chartered 
Accountant of Scotland, a title of 
which to be proud, since the Scottish 
Association of Accountants is the old- 
est in history, and the first to receive 
a royal charter. 

Mr. Sweet after his graduation from 
Brown University, entered the ac- 
counting office of a corporation and 
thereafter took up the work of public 
accounting in the office of a Boston ac- 
.countant. He became a member of 
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our organization in 1916, and shortly 
after was placed in charge of the field 
work of a very large engagement for 
the United States Government. He is 
a Certified Public Accountant of Mas- 
sachusetts. 

Mr. Sharpe of the Philadelphia of- 
fice, who was made a partner on Jan- 
uary 1, 1918, and who was then very 
ill, died soon after. He was loyal in 
the highest degree, possessed a fine 
Christian character and was a man 
who won the regard and respect of all 
with whom he came in contact. 

First Office of the Firm.—The 
first office of the firm was in the Ste- 
phen Girard Building on Twelfth 
Street, Philadelphia. Around the cor- 
ner was Girard Street with its large 
old-fashioned dwellings erected when 
that district was a residence section. 
Across the street was the fine old 
Twelfth Street Quaker Meeting 
House, to which the staid old families 
of Friends still repaired for medita- 
tion or for discourse if the Spirit 
moved them. 

The offices consisted of two rooms, 
Nos. 601 and 602, one for the partners 
and one for the staff. It runs in my 
mind that one roll top desk was 
thought to be sufficient for all the 
members of the firm, and one high 
standing desk for the “staff.” The 
entire organization at that time con- 
sisted of seven persons, the four mem- 
bers of the firm and Mr. Pugh, Miss 
Ross and Mr. Barndt. Miss Ross still 
exercises that faithful and efficient su- 
pervision over the office in Philadel- 
phia characteristic of her and all that 
she does. Mr. Barndt remained with 
us a number of years, but finally tired 
of public accounting work and entered 
the office of a client. If this section 
of the history happens to meet his eye, 
it will doubtless recall to his mind 
many interesting experiences. 

The first few years were rather hard 
sledding. A large staff was not 
needed. Engagements were not nu- 
merous enough to keep us busy more 
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than a part of the time. When a piece 
of work came in it was fallen upon by 
the partners and finished in short 
order. It was a not uncommon expe- 
rience for all of the partners and the 
“staff” to work upon the same engage- 
ment. Let us tell you—for the old 
fellows have a right to boast a little— 
that there were some records for speed 
made then which have never been 
equalled since. 

In 1898 came the war with Spain. 
Mr. Montgomery joined his country’s 
forces as a member of Battery A 
under the command of Colonel Barclay 
H. Warburton of Philadelphia. The 
Battery served during the war, and 
at its close was on duty in Porto Rico. 
We shall not forget the day it landed 
in Philadelphia on its return, and 
marched up Broad Street to Horticul- 
tural Hall, in which a banquet had 
been prepared in its honor. It had 
seemed a long while since he went 
away, and we were more than glad to 
welcome him home. Corporal Mont- 
gomery must have been glad, too, be- 
cause for the first.time in his life he 
is said to have broken into song, and 
the burden of it, all the way up from 
Porto Rico, chanted over and over, 
day after day, was— 


“Home, boys, home—for it’s where I 
long to be; 

Home, boys, home, in North Ameri- 
kee; 

The spruce and the pine, and the sour 
apple tree— 

They all grow so fine in North Amer- 
ikee!” 





Very few pieces of furniture had to 
suffice for those early days, and they 
have probably disappeared long since. 
One piece is cherished, however, a 
set of oak book shelves, made in the 
first year of the partnership by a 
client, and now in the New York of- 
fice still in honorable use. New York 
members of the staff please take no- 
tice that these shelves must be treated 


with great respect. In an attempt to 
make the new office seem less cold and 
bare certain engravings were pur- 
chased and hung upon the walls. All 
have disappeared except one, a copy 
of the Stuart portrait of George 
Washington, our “first client,” which 
still hangs in the Philadelphia office, 
and which doubtless will remain there 
until the end of time. 

Upon looking up the records it ap- 
pears that the business must have 
grown, because about January, 1900, 
the offices were removed to 516-519 
Stephen Girard Biulding. The num- 
bers indicate that we had attained to 
the dignity of four rooms. It must 
have been about this time or not 
long after that there was a tremen- 
dous boom in the stock market, and it 
was a boom for us—not because of 
ownership of stocks—but because of 
the demand for help from the brokers. 
Work nearly every night was the rule, 
sometimes until two in the morning; 
then we hurried to a hotel for a little 
sleep and were back at the office at 
eight or eight-thirty. One stock ex- 
change house, now of large propor- 
tions, then had only a small office with 
one long desk across it from the cash- 
ier’s cage to the opposite wall.. It was 
a sight for the gods to see that desk 
in those busy times. It was lined with 
the office staff and ourselves from end 
to end, elbow to elbow, not an inch of 
space between. Those were .strenu- 
ous days, indeed. 

In 1906, the offices were removed to 
the Land Title Building at Broad and 
Chestnut Streets. Five years later, 
upon the erection of the Morris Build- 
ing, one of the finest buildings in 
Philadelphia, offices were secured in 
it. They are now located in. that 
building and occupy a large part of 
the thirteenth floor. The business has 
grown steadily from year to year, and 
is now being conducted on a large 
scale. The resident’ partners are Mr. 
T. Edward Ross, Mr. Adam A. Ross, 
Mr. Pugh and Mr. Hood. 











New York Office—The New York 
office was opened in September, 1902, 
at 25 Broad Street, with Mr. Mont- 
gomery as_ resident partner. The 
firm had few interests in New York at 
that time, but through the energy and 
ability of Mr. Montgomery a foothold 
was secured, which has been extended 
from year to year until it may be said 
that it is now, in comparison, a very 
roomy space. 

We must look to him to write the 
early history of the New York office. 
There were many interesting personal 
experiences, during those early days 
when a new client was an event, and 
perhaps in some other issue of the 
Journal he will tell how it feels to 
open a new Office. 

In 1903 it was possible for one sec- 
retary to do all the office work of every 
kind. The growth of the business can 
hardly be illustrated more strikingly 
than by contrasting the conditions in 
1903, with the various administrative 
departments — secretarial, bookkeep- 
ing, report writing and comparing— 
which are now required. Miss Storey 
came to the office in 1903 and did all 
the office work then as loyally and 
efficiently as she now performs the 
duties of the department of which she 
has charge. 

During 1904 the office was removed 
to 43 Exchange Place, and in 1908 to 
165 Broadway. The growth of the 
business made it necessary in 1911 to 
seek new quarters and at that time a 
change was made to the present ad- 
dress, the Liberty Tower, 55 Liberty 
Street. The offices now occupy the 
whole of the twenty-sixth floor and a 
substantial part of the twenty-second 
floor. There still is great need of 
space, and we hope soon to move from 
these floors to the whole of the four- 
teenth and fifteenth floors. Business 
has expanded to remarkable propor- 
tions compared with those early years. 
The list of clients grows steadily, and 
there is no reason why the growth 
should not continue. 
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The resident partners are Mr. Ly- 
brand, who moved to New York in 
1908 ; Colonel Montgomery; Mr. Staub, 
who came from Chicago in 1913; Mr. 
Dumbrille, and Mr. Gee. 

Chicago Office—The Chicago of- 
fice was started in August, 1909, under 
the management of Mr. Walter Beans 
from the Philadelphia office. Mr. 
Beans resigned to accept the Treasur- 
ership of the Daniels & Fisher Stores 
Company of Denver, Colorado, a client. 
The cordial relationship with this 
client has been accentuated by the ad- 
dition of Mr. Beans to its official fam- 
ily. 

Mr. Walter A. Staub succeeded Mr. 
Beans and upon Mr. Staub’s call to 
New York, he was followed by his 
brother, Mr. E. Elmer Staub. Mr. 
Elmer Staub resigned to join the Hud- 
son Motor Car Company of Detroit. 
As an officer of this client, Mr. 
Staub has occasion to visit the firm’s 
offices from time to time, and though 
no longer a member of our organiza- 
tion, he is an always welcome visitor. 

Mr. Henderson succeeded as Man- 
ager in 1915, and is now resident part- 
ner. The business of the Chicago of- 
fice has expanded rapidly the last few 
years, and bids fair to increase. The 
offices are located in the Harris Trust 
Building. 

Boston Office——The Boston office 
was opened in May, 1915, with Mr. 
Carl T. Keller as Manager. Mr. Keller 
is a graduate of Harvard College, and 
was connected for a number of years 
with the New England Telephone 
Company, of which his father was 
president. His experience in organi- 
zation methods and systems gained in 
that connection was very valuable, and 
in addition to exercising a general 
oversight over the Boston office, he is 
engaged in an important and confiden- 
tial capacity with a client, in advising 
in matters relating to the organization 
and functioning of departments, shop 
committee and welfare work and simi- 
lar activities. As is true of all Bos- 
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tonians, he believes that there is no 
place in the world to compare with 
Boston, and the east winds have done 
nothing, apparently, to chill his emi- 
nently cheerful, genial character., It 
is rather paradoxical that he enjoys 
living on ‘“‘Misery Island” in the sum- 
mer time, but it probably belies its 
name and doubtless he says in the 
words of Wordsworth— 


“So might I, standing on this pleasant 
lea, 

Have glimpses that would make me 
less forlorn; 

Have sight of Proteus rising from 
the sea, 

Or hear old Triton blow his wreathéd 
horn.” 


The Boston office, located at 50 Con- 
gress Street, is now in the care of Mr. 
Sweet, the resident partner there, and 
of Mr. Keller. It has had a most sat- 
isfactory growth of a substantial 
character. 

(To be continued.) 


AN ASSIGNMENT IN CUBA 

On March 29, 1919, when we pulled 
out of the Pennsylvania Station, the 
“Sunny South” seemed like a bit of 
unreality, for we left behind us a city 
covered with snow and ice. Some of 
us, the day previous, had even bought 
Palm Beach suits from astonished 
salesmen, for we certainly looked like 
anything but millionaires 
bound for winter vacations. 


which we passed. Personally, we 
have forgotten them. Nor are we 
in a position to expatiate upon 


the scenery. There undoubtedly was 
plenty of it outside, but we were too 
busy studying and preparing schedules 
on the inside. We could not help but 
marvel, however, at the wonderful bit 
of engineering represented by the long 


stretch of trestles over which we 
passed from the mainland to Key 
West. We got in in the afternoon, and 


immediately embarked upon a coun- 
try-wide picture postcard campaign, 
advertising the fact that we were 
“travelling.” One of the party even 
took great delight in despatching a 
cocoanut by parcel post to his loved 
ones in “farthest Brooklyn.” The ar- 
rival of this curious fruit, hitherto un- 
known in that unsophisticated bor- 
ough, will no doubt serve to keep 
green the memory of Key West in 
Brooklyn for many generations. 

We left that same night on the boat 
for Havana, another large slice of 
scenery thus getting by us without be- 
ing properly recorded. Those of us 
who could think at all while on board 
concluded that there must be moun- 
tains in the ocean, and that the ves- 
sel was forced to go up one side and 
down the other of these obstructions. 
It was undoubtedly the study of this 
phenomenon that made some of us for- 
get to eat; anyway, no one seemed to 
be very enthusiastic about food. 





And of all comic things on 
a day of driving sleet a 
Palm Beach suit appears to 
take the prize. 

The trip down to Key 
West was uneventful ex 
cept for some of the cars 
leaving the tracks near 
Long Key, Fla. By con- 
sulting any railroad guide 
the eager searcher after 
knowledge may learn of the 
various States through 








MORRO CASTLE 








We arrived in the magnificent har- 
bor of Havana at “sun-up,” and were 
taken in hand at once by numerous 
officials who inspected us very mi- 
nutely, to see whether we had any 
pieces of ordnance concealed about our 
persons, the doctors even peering down 
into our “innards” and otherwise tak- 
ing a very intimate interest in us. 
Had we not been thoroughly familiar 
with the Spanish language, as we all 
were (?), we might have had some 
trouble, though the judicious applica- 
tion of “pieces of eight’ helped along 
the international understanding. We 
finally got to our caravansery without 
mishap. 

In view of the fact that we went to 
Cuba to work (that seemed to be the 
general impression), it may not be 
amiss to refer to a few of the ac- 
counting features involved in the audit 
we made. The cultivation, manufac- 
ture and shipment of sugar require a 
distinct line of accounting. The mills 
or “centrales” are situated near the 
cane lands. The sugar may be grown 
by the company or bought from the 
“colonos” or farmers. The relations 
of the company to the “colonos” is 
sometimes a very close one. The com- 
pany will frequently advance the funds 
necessary to enable the “colono” to 
cultivate his cane, and in return he 
very often pledges his land as secur- 
ity for such advances. As it is not 


L. R. B. & M. JOURNAL 


feasible to analyze each colono’s cane 
and ascertain the actual sucrose 
(sugar juice) content, the contracts 
with the colonos are made on the basis 
of so many arrobas of sugar per one 
hundred arrobas of cane. An arroba 
is equivalent to about 25 pounds avoir- 
dupois. Payment is sometimes made 
with sugar; when settled for in cash, 
the amount is determined by prices 
prevailing at specified exchanges dur- 
ing the previous week or month. 
These conditions involve, as may 
readily be seen, quite a variety of 
records to keep track of the informa- 
tion. But as the matter is of more or 
less technical interest, it does not seem 
necessary to go into too minute detail 
here. An interesting feature about 
the cost of sugar is the fact that the 
mills grinding the cane have what is 
called a “dead season,” during which 
repairs and rehabilitation of the plant 
take place. It depends entirely upon 
when the books are closed as to what 
extent these “dead season” expenses 
are absorbed in the cost. It will be 
apparent that reserves should be es- 
tablished to provide for these ex- 
penses, in order that the costs and 
financial statements shall reflect the 
facts relating to the business. 

The average number of crops to a 
planting in Cuba is six. As the ex- 
pense of clearing the ground and pre- 
paring it for planting (designated 

“fomento”) is really 











CUBAN RAPID TRANSIT 








chargeable to all crops ob- 
tained therefrom, this ex- 
pense should be carried as 
a deferred charge and a 
proportion written off to 
each crop. The expense of 
cultivation of the current 
crop, carried under the 
designation “cultivo,” 
should be charged to that 
crop. Any expenses of 
cultivation incurred on ac- 
count of a succeeding crop 
will be deferred and 
charged off to that crop in 


ee 
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the next year. Thus each crop will be 
charged with its cost of cultivation 
“cultivo”) and a proportion § of 
the preparation and planting (“‘fo- 
mento”). It will be seen that there 
is a close relation between ‘“‘fomento” 


filled with voucher records, ledgers, 
journals and many files. The hero of 
this setting was one Jose. Jose, him- 
self at least three feet high and one 
foot across, could be seen from early 
morn to dewy eve, staggering along 

under immense loads of 





books which the before- 
mentioned twelve would be 
continually calling for. 
Sometimes the chase of the 
elusive ‘“comprobante” 
(voucher) would become so 
hot that we seriously con- 
sidered adopting two sug- 
gestions put forth by one 
of the men, and which we 
here submit for the benefit 
of other accountants. One 








called for the employment 





THE OLD CITY WALL 


and development expenses as account- 
ants know them in mining and oil- 
well enterprises. 

The value of sugar cane depends 
upon the “sucrose content,” the su- 
crose being, practically, the unrefined 
sugar. Sugar is shipped from Cuba 
in a raw state; that is, although tech- 
nically in a raw state, the juice, as 
originally extracted from the cane, 
will have been clarified considerably 
and the bulk of the impurities re- 
moved therefrom. The sugar, as 
shipped from Cuba, is referred to as 
“centrifugal 


sugar,” or raw sugar. 
The value of the sugar depends, 
finally, upon the “polarization” or 
fineness of the sugar. The usual 


standard of ‘‘polarization’” at which 
sugar is sold is 96%, and the price to 
the purchaser is at so many cents for 
a given per cent. of purity or “polari- 
zation.” 

The foregoing does not give even a 
faint suggestion of the amount: of 
work involved in extracting the infor- 
mation from the company’s books. One 
can imagine, however, twelve account- 
ants good and true, athirst for figures, 
in a large room almost completely 


of a bloodhound, who, upon 
being given a voucher to 
sniff, would immediately lead us to 
the record book involved. The other 
suggestion called for a “Ouija” 
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board, by means of which the shades 
of departed accountants could be 
summoned to locate the missing 
papers. 

In the midst of this scene of stir- 
ring activity could be seen our friend 
of the wide expanse of noble brow, 
which required continuous mopping, 
giving vent to picturesque exclama- 
tions in choice Spanish, descriptive of 
the atmospheric locale, here and here- 
after. This worthy gentleman, imme- 
diately upon arrival in Havana, had 
possessed himself of a Spanish dic- 
tionary and applied himself thereto 
with such zeal that within a few days 
he issued forth with a complete mas- 
tery of the language of Cervantes. 
Nay, more, it appears that he had im- 
proved upon the said language and he 
gave us the result of his labors in a 
system of “Spanish Made Easy” which 
evoked the admiration of all. He had 
observed, it seems, that a great many 
Spanish words end with the letter 
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ACCOUNTANTS IN THE SHADE OF THE 
OLD CACTUS TREE 
means all work and no play. On our 


free evenings we took in some of the 
sights of that handsome city. Some 
of the streets are so narrow that the 
pedestrian must watch his step lest the 
passing traffic remove a shoulder or 
two. The usual promenade was along 
the “Prado,” where the municipal 
band concerts were given, and the en- 

tire staff could sometimes 








RECREATION 


“ ” 


oO. He thereupon took this very 
Castilian “‘o,” tacked it on to the end 
of as many English words, and presto! 
changed them into the Spanish equiva- 
lents. And what could be simplier? 
Thus, in the restaurant, for instance, 
“Oh, wait-o, give-o me-o the bill-o!” 
The system was tried, with great suc- 
cess, upon all of the natives who had a 
good knowledge of English. 

But our stay in Havana was by no 








be seen, en masse, telling 


stories to the strains of 
some native popular air. 
The “Malecon,” an em- 


bankment or sea-wall, is 
very beautiful, and from 
any part of it one can get 
a good view of the harbor 
and Morro Castle. In the 
distance can be seen the 
fort of Cabanas, which, we 
were informed, still has 
twelve pieces of ordnance 
dating from the Spanish 
occupation and named after 
the twelve Apostles. One of the party 
was of the opinion that these must be 
the “can(n)ons of the church” he had 
so often heard about! 

It is in order here to give a word of 
praise to the sanitary condition of the 
city. Despite the fact that it is prob- 
ably as hot in Cuba as in any place in 
the tropics, the absence of mosquitoes 
was noticeable. This is the result of 
some of the spendid work Uncle Sam 
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began with the period of American 
protection. A word of praise, too, to 
“The Finest” of Havana. These 
police officers are well disciplined, and 
maintain order to a much higher de- 
gree than one would expect in a south- 
ern country. It would frequently be 
noticed that when two Cubans had a 
difference of opinion, instead of going 
to court or using force, they would ap- 
peal to a police officer, who would then 
and there decide the case on its merits, 
and the two interested parties would, 
in most cases, abide by this decision 
and go their peaceful ways. 

The Cubans apparently know how to 
enjoy themselves in their own way 
and are fond of all classes of sport. 
They are reputed to be gamblers— 
to such a great extent that at their na- 
tive game of “jai-alai” (a curious 
sort of game resembling squash ten- 
nis and requiring great expertness 
with a tiny ball at great distances) 
the betting seemed to occupy the 











WATCHING THE GREAT AMERICAN 
GAME ABROAD 


onlookers 
game. 
The general impression gained of 
Cuba was very favorable indeed, and it 
is evident that a spirit of enterprise 
and commercial development is tak- 
ing the place of the reputed indiffer- 
ence of the Latin-Americans. This 
progress is due, in a very great meas- 
ure, to the Spaniards who have set- 


to the exclusion of the 


tled there. Undoubtedly, too, the influ- 
ence of the United States since the oc- 
cupation has been a most vital factor 
in the development of Cuba, and it is 
that influence which has given confi- 
dence to capital and rendered it safe 
from political intrigue. However, the 
Island will not be perfect until the 
restaurant which has one menu (with- 
out prices) for “los Americanos” and 
another (with prices) for ‘tes Cu- 
banos” is done away with. 

We returned to the States in June, 
feeling that in many ways the assign- 
ment had been of great benefit to us, 
and while the heat of Cuba became at 
times very oppressive and unpleasant, 
we could wish for a bit of that warmth 
and sunshine in the present spell of 
cold weather. 

N. B. BERGMAN 
(New York Office) 





CHICAGO OFFICE NEWS 
Dear Mr. Lybrand: 

A number of the members of the 
Chicago office recently held a confer- 
ence for the primary purpose of de- 
termining a few subjects that could be 
used as a basis for articles or contri- 
butions for future issues of the L. R. 
B. & M. Journal. The Chicago office 
is resolved to do its share (or more) 
toward its further development. 

At this meeting Mr. Henderson 
agreed to write something relating to 
the necessary preparation for the C. 
A. degree in Scotland. Mr. Taylor 
was urged to develop some thoughts 
suggested by his recent trip to Eng- 
land, and I am sure that we may look 
forward to a very interesting article 
from him in the future. Other sub- 
jects mentioned as a basis for articles 
by men in this office include the follow- 
ing: “On Writing Text for Audit Re- 
ports;” “Some Thoughts on the Man- 
ner of Approach to Clients;’” “A Crit- 
icism of the Federal Income Tax Form 
1125;” “A Few Ideas About System 
Work.” Valuable contributions will 
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undoubtedly be based on some of these 
subjects, but I have given you the 
list, not as a definite program, but as 
an indication of the lines along which 
we are thinking in connection with 
the Journal. 

Perhaps the first year’s path of the 
Journal might be made smoother, if 
some sort of outline for each of the 
remaining numbers were to be made 
and a certain minimum number of ar- 
ticles allotted to each office. The as- 
signment to each office should of 
course be definite with respect to the 
date for its submission, but more ma- 
terial should be planned for each issue 
than would be actually needed, in 
order to allow for the failure of some 
articles to appear, and for the inad- 
equacy of others. Perhaps it is not 
too much to ask for one article a 
month each from the Boston and Chi- 
cago offices, and for two or more each 
from Philadelphia and New York, with 
three or four each from Washington 
and Pittsburgh. 

With regard to the Question and 
Answer Department, is it intended 
that questions shall be submitted one 
month, to be answered the following 
month, the answer to each question 
published being the best of a number 
turned in by staff members, or will the 
questions each month be answered the 
same month by an authority in the 
offce of publication? If the former 
method is to be used, this office will 
send you answers to the questions 
herewith submitted, in time for the 
next issue. 

Sincerely yours, 
NORMAN L. BURTON 
Office Editor 


INTERESTING ENGAGEMENTS 
In the early part of 1918 L. R. B. & 
M. had one client in Rockford, Illi- 
nois. This year services were ren- 
dered to nearly twenty clients in that 
city, requiring a force of men for sev- 
eral weeks. 
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BOSTON OFFICE NEWS 


Mr. W. B. Gibson has recently joined 
our staff. He was one of those who 
passed the last C. P. A. examination 
in Massachusetts, and he will be 
awarded his degree in February, 1921. 

During January and February the 
Boston office prepared fifty-four in- 
come tax returns (not including 
Massachusetts) and had eighty-nine 
more to prepare. It is our expectation 
that from now on we can give more 
attention than was possible during the 
first three months of the year to con- 
structive engagements. ' 

At the cost conference of the Con- 
veyor Manufacturers’ Association, 
held in Cleveland on’ February 16, 
1920, the following motion was passed 
and entered upon the minutes: “It was 
the feeling of those present that the 
report submitted by L. R. B. & M. 
covered in an effective manner the 
main essentials of a uniform cost ac- 
counting system for conveyor manu- 
facturers.” 

The Boston office has secured two 
more rooms on the sixth floor of 50 
Congress Street, and now has a suite 
of nine offices. 


QUESTIONS AND ANSWERS 

If this Department of the Journal 
proves to be interesting and helpful, 
a certain number of questions will be 
presented each month. Members of 
the staff are requested, if they so de- 
sire, to send answers to any one or all 
of the questions. The best answer to 
each question will be published the 
following month. 

It is suggested that members of the 
staff use this department also as a 
question and answer box. Any ques- 
tion submitted to which a personal an- 
swer is requested will be replied to in 
that manner. 

The following three questions are 
sent in by the Chicago office. It is re- 
quested that answers thereto be mailed 
to the New York office not later than 

(Continued on page 12) 
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CONTRIBUTIONS FOR THE 
JOURNAL 


The attention of our readers is di- 
rected to the excellent suggestions 
contained in the letter received from 
our Chicago Office Editor. The inter- 


est evinced in the future ‘of the Joural 
by that office is gratifying indeed, and 
we expect confidently , that Chicago 
will do its share in furnishing material 
for publication. - 

The ideas that: have been suggested 
and those which have occurred to us 





& M. JOURNAL ck 


indicate how usefully the Journal may 
be made to function in our profes- 
sional practice if we develop its pos- 
sibilities properly. 

The department of questions and 
answers furnishes one such possibil- 
ity. Everyone is urged to use this 
department freely. Don’t be afraid 
of asking questions that you fear may 
seem foolish or unnecessary. To in- 
quire is to learn. No one ever got 
anywhere by standing still for fear he 
might stumble if he moved forward. 
Indicate whether you would like your 
question answered privately and your 
wish will be respected. 

We look forward with interest to 
the articles which will be submitted 
by members of the staff. In this case 
also we urge that everyone who, as 
our Quaker Friends say, “is moved 
by the spirit” (you will notice the use 
of the noun singular), sit down and 
write an article for the Journal. You 
will find it interesting if you once get 
started, and it will be good practice 
for the work of writing reports. 

Also, we ask our readers to send 
suggestions as to topics that might be 
discussed to advantage in the Journal 
columns and information that may be 
furnished which the staff believe will 
be of interest. In this number, for 
instance, appears a working index to 
a dissertation on Balance Sheet audits. 
The index is complete enough, almost, 
to be an audit program in itself. It 
is bound to be helpful if each one will 
study carefully every one of the direc- 
tions and think out for himself just 
why they are there and what they 
mean. 

May it not be a good idea to amplify 
this feature of the Journal, and sub- 
mit from time to time detail instruc- 
tions or programmes covering special 
classes of audits or examinations? 

Let us all re-read each month the 
statement of the purposes of the 
Journal set forth at the beginning of 
this page and resolve each one to do 
his part to make it a success. 
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QUESTIONS AND ANSWERS 
(From page 10) 


April 15th. Send in inter-office en- 
velopes to the New York office, mark- 
ing thereon, “Journal.” 


1. A husband and wife have sepa- 
rate sources of income, and file sepa- 
rate income tax returns. The husband 
pays taxes on property owned by his 
wife. Should he be allowed to deduct 
such taxes from his own income (a) 
if the property is their residence; (b) 
if the property produces income for 
the wife? 


2. In accordance with the Treasury 
Department Regulations, disallowed 
salaries and other remuneration to 
corporation officers should be consid- 
ered as dividends by the recipient. 
Where such salaries bear no relation 
to the officer’s stock holdings, should 
not such disallowed salaries be con- 
sidered as gifts, and consequently non- 
taxable to the recipient? 


3. The general manager of a large 
industrial corporation receives a sal- 
ary of $6,000 per annum, which could 
not be considered as other than a very 
reasonable emolument for the serv- 
ices he renders. He is not a stock- 
holder of the company. His salary 
agreement stipulates that he shall take 
out insurance on his life with the com- 
pany named as beneficiary, and that 
the premium amounting to $1,200 an- 
nually should be paid by the company 
and deducted from the salary paid 
him. For income tax purposes the 
company takes the full $6,000 deduc- 
tion under the classification of sal- 
aries and the individual reports the 
same amount as income upon his per- 
sonal returns. Would Section 215 (d) 


of the Revenue Act of 1918 apply in 
this case, and if so what would its 
full effect be on the returns of both 
company and individual? 


FINANCIAL NOTICES 


We shall list under this heading 
new securities issued, in connection 
with which financial advertisements 
have been presented bearing our name 
as accountants. 

October 18, 1919—$2,000,000 7% 
Cumulative First Preferred Stock of 
Robert Reis & Co., advertised by 
White, Weld & Co. 

November 5, 1919—$1,000,000 8% 
Cumulative Sinking Fund Preferred 
Stock of the Butterick Publishing 
Company, advertised privately. 

December 6, 1919—$525,000 8% 
Cumulative Second Preferred Stock of 
Connecticut Mills Company, adver- 
tised by White, Weld & Co. 

December, 1919 — $3,000,000 8% 
Cumulative Participating Preferred 
Stock of Canadian-Connecticut Cotton 
Mills, Ltd., advertised by Blake Bros. 
& Co. 

December 8, 1919—650,000 shares 
(no par value) Capital Stock of Loft, 
Incorporated, advertised by Miller 
& Co. 

December 15, 1919—$600,000 7% 
Cumulative First Preferred Stock of 
Connecticut Mills Company, adver- 
tised by White, Weld & Co. 

January 12, 1920—160,000 Class 
“A” Shares ($50 par value) of Lin- 
coln Motor Company, advertised by 
Kissel Kinnicutt & Co. and Cassatt 
& Co. 


A NEW C. P. A. 


Mr. G. R. Keast (Pittsburg office) 
has received the C. P. A. degree from 
the State of Pennsylvania. He has 
also been elected to membership in 
the American Institute of Account- 
ants. 





Major William Butler, a former 
member of our organization, and later 
the District Manager of Finance, Bu- 
reau of Aircraft Production, in De- 
troit, is now Comptroller of the Fisher 
Body Corporation of that city. 
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NEW YORK OFFICE NEWS 

Mr. Stuart C. Ross has been absent 
from the New York office for such a 
long while, working in Washington on 
Red Cross work and other engage- 
ments, that we began to wonder when 
we were to see him again. In a very 
recent letter we received an announce- 
ment, printed below, which explains 
why Mr. Ross was willing to spend so 
much time there without making more 
strenuous appeals for recall to New 
York. Nevertheless we know that the 
New York office is where he wants to 
be, and we hope he may be back again 
before very long. Every one in the 
New York office extends to Mr. and 
Mrs. Ross the very best wishes for a 
long and happy life. 

“A double wedding was celebrated 
last evening at the residence of the 
Rev. Edward B. Bagby, 1644 Park 
Road, when Miss Virginia Bagby, 
daughter of the Rev. and Mrs. E. B. 
Bagby became the bride of Mr. Stuart 
Creighton Ross, of New York, and 
Miss Frances S. Reinhart, cousin of 
Miss Bagby, was married to Mr. Vic- 
tor L. Hagemann, both of Merchant- 
ville, N. J. The ceremony was per- 
formed by the Rev. E. B. Bagby, 
pastor of the Columbia Heights Chris- 
tian Church. A large reception fol- 
lowed. After the ceremony Mr. and 
Mrs. Ross left for New York, where 
they will sail for Porto Rico.” 


Mr. Claude F. Griffis was operated 
on some time ago for inflammation of 
the sinus. We regret to say that 
complications following the operation 
have retarded his recovery, but we 
hope that he will be back with us in 
a few weeks. Mr. Griffis is at the 
Methodist Episcopal Hospital, 7th 
Avenue and 7th Street, Brooklyn. Sev- 
eral members of the staff who have 
visited him there report that his seri- 
ous illness has not affected his cheer- 
ful disposition. He will be glad, we 
know, to see any of his friends who 
will call at the hospital. 
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We are glad to report that Mr. 
Frank S. Bartlett, who has been suf- 
fering from a nervous breakdown, is 
very much better. He writes: “I 
have made good progress regaining 
my health, being now able to go out 
daily, and I am informed by the doctor 
in charge that I can return to busi- 
ness in two or three weeks. The cure 
here is called ‘Youngborn,’ and con- 
sists of water, air, sun and diet treat- 
ments, all of which can be practised 
at home under proper instructions.” 


BOOKS ADDED TO THE LIBRARY 


Principles of Economics. Henry R. 
Seager. 

Funds and Their Uses. F. A. Cleve- 
land. 

{ngineering of Shops and Fac- 
tories. Henry G. Tyrrell. 


Profit Sharing; Its Principles and 
Practice. A. W. Burritt and others. 


Engineering of Power Plants. Fer- 
nald & Oristo. 

Office Administration. J. William 
Schulze. 

Industrial Goodwill. J. R. Com- 
mons. 


Principles of Industrial Organiza- 
tion. Dexter S. Kimball. 

How to Audit. The McArdle Press. 

Standard Income Tax Manual 1920. 
Standard Statistics. 

Mathematics for the Accountant. E. 
R. Venal. 

Income Tax Procedure 1920. R. H. 
Montgomery. 

Excess Profits Tax Procedure 1920. 
R. H. Montgomery. 

Handbook of Machine Shop Man- 
agement. John H. Van Deventer. 


DO IT NOW! 
One of the things that uses up a 
person’s time is thinking about what 
one will do when one has time enough. 
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WEIGHING A 2,000-TON COKE PILE WITH POSTAL SCALES 


Reprinted from Factory,” 


When I was called upon to make 
a survey and report on the tonnage 
of coke on hand at a gas plant, there 
were small mountains of coke, piled 
irregularly and dumped into spaces 
between the walls of the company’s 
buildings. Also, there was coke over- 
flowing upon the roofs, spread out into 
two long ranges of peaks. These were 
separated by a row of pockets from 
which the coke had been removed 
by an electrically operated traveling 
crane carrying an excavating scoop- 
shovel. 

It was evident at once because of the 
irregular piles of coke that the prob- 
lem presented unusual difficulties, and 


for this reason unusual methods of 
procedure were sought. The well- 
known method of making cross-sec- 


tion sketches at regular distances from 
one end of the pile to the other was 
(in this instance) considered far from 
satisfactory. This was because the two 
rows of peaks of one of the piles were 
merged into one row at either end, 
while in the middle they took two 
sweeping curves which were by no 
means concentric. 

The extent of the calculations neces- 
sary to compute the volume of such a 
pile led to the adoption of the method 





THE PILE 


Nove mber., 1919 


here described in considerable detail. 
It is believed that a very considerable 
advantage was gained both in the ac- 
curacy of the figures obtained and in 
the saving of time and expense for 
engineering services. 

The actual survey of the coke piles 
required the services of a transit-man 
and a rod-man for four days. The 
notes taken were sufficient to draw an 
accurate imap showing the ground 
elevations and ground areas covered by 
the piles. The heights of the piles 
were determined with the aid of a 
blueprint showing the dimensions of 
the steel truss-supports for the over- 
head traveling crane. 

Sketches and photographs were used 
to show just how high the coke was 
piled about these supports, and as the 
peaks were generally in close proxim- 
ity thereto, their altitudes were easily 
determined. There were, however, 
several piles isolated from the travel- 
ing crane, and the heights of these 
had, of course, to be determined by 
the use of the transit and leveling 
rod. 

The angle of slope of the piles was 
found to be very uniform, and this 
fact was of great advantage in reduc- 
ing the number of observations neces- 
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sary to define all the surfaces of the 
piles as an aid in obtaining the re- 
quired data. 

From the data thus secured a map 
of the piles was drawn and elevations 
of all important points both of the 
ground and of the peaks and hollows 
of the piles were shown. 

A duplicate and triplicate of this 
map (without figures) were made on 
heavy paper. One of these copies was 
stretched on a drawing board to repre- 
sent the lowest level of the ground 
upon which the pile rested. The other 
copy was cut out on the outline of 
the bases of the piles, with the excep- 
tion of that where there was a consid- 
erable slope to the ground itself. Here 
allowance was made for the additional 
areas of these slopes over their areas 
as projected upon the base plane. 

Using a scale of 3/32 inch = 1 foot, 
it was found that about 10 pounds of 
clay were needed to represent the larg- 
est of the piles, allowing for a work- 
ing surplus. This material is of a 
permanently plastic consistency, and 
is admirably suited for repeated use 
in making various models of different 
piles. 

First the base plane had to be cov- 
ered with a layer of clay representa- 
tive of the “lay of the iand” upon 
which the coke was piled. The bottom 


THE MODEL 


edge of the pile in some places rested 
on ground that was as much as six 
feet above the lowest level of the pile 
taken as the zero elevation. It had 
to be assumed that the surface of the 
ground beneath the pile was of even 
grade, but this was corroborated by 
information from one who had exam- 
ined the spot before the coke had been 
piled on it. 

Having built upon the base plane 
with clay sufficient to represent the 
ground elevations at all points under 
the piles, the second copy of the out- 
line map (which had been cut out) 
was spread over the clay base to 
separate it from the clay used to repre- 
sent the coke itself. 

The writer had had no previous ex- 
perience in manipulating the clay, but 
he soon found that his bare fingers 
were for the most part the best instru- 
ments with which to work. A putty- 
knife and a ruler were used, and eleva- 
tions were obtained by means of a 
toolmaker’s scribing block. 

Aside from the above, the only 
equipment necessary was a postal scale 
which would weigh accurately by quar- 
ters of an ounce up to four pounds. 

When the clay model had been ac- 
curately made and checked up with re- 
spect to its slopes and peak elevations, 
it then became merely a matter of com- 
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putation according to the following 
formulas to deduct the weight of the 
coke inventoried from the weight of 
the clay representing the coke: 1 
ounce clay 1.07463 cubic inches in 
the model; which, on a scale of 3/32 
inch = 1 foot, represents 

(12)8 1.07463 

(3/32)8 1728 
Or: 1 oz. clay represents 1304.2 cubic 
feet of coke. 

The weight of the coke (considered 
as containing 6% moisture) was taken 
as 30 pounds per cubic foot. Hence 
the tonnage of coke represented by 1 
ounce of clay was 

30 
2000 

The model shown in the illustration 
weighed 7 lbs., 544 oz, or 117% 
ounces. It had to be broken up, there- 
fore, to weigh it on the four-pound 
scales. The actual weight of the coke 
was then calculated as 

117'%4 = 2294 tons. 

The other piles of coke were mod- 
eled and estimated in the same man- 
ner and showed a total inventory of 
approximately 7,000 tons. 








cubic feet of coke. 


1304.2 = 19.563 tons. 


19.563 tons 








HOW IT WAS WEIGHED 


The probable error. of this calcula- 
tion was less than 1/10 of 1%, due to 
weighing not closer than %4 of an 
ounce; and about 5% due to inaccura- 
cies in making the model. The inac- 
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curacy in the model was 


making 
proved by superposing upon the slopes 
of the model a layer of clay just suffi- 
cient to make a noticeable departure 
in its appearance and relative dimen- 
sions from the original pile as sur- 


veyed and photographed. This super- 
posed layer added about 8% to the 
original weight, hence the inventory 
was believed to be accurate within 5%. 

The company’s book inventory had 
not been adjusted to a physical in- 
ventory for about two and a half 
years, during which time there had 
been an estimated production of 85,000 
tons of coke. 

It was not at all surprising, there- 
fore, that the physical inventory 
proved to be almost twice as great as 
the book inventory, for as related to 
the total production during the period, 
the difference of approximately 3,500 
tons was only 4% of the total turnover 
of coke. 

This difference was clearly traced to 
the fact that the coke had been sold 
and charged out of the books on a 
bushel-unit basis and too large a 
factor of weight per bushel had been 
used to measure consumption. 

This method of estimating irregu- 
lar piles of material is to be recom- 
mended for its simplicity, accuracy 
and freedom from complexity of men- 
suration. It isn’t, of course, so satis- 
factory as the method which permits 
material to be stored in bins of known 
capacity, or in lots kept separately 
and accounted for separately, so that 
each lot can be cleaned out before the 
next is drawn upon, and the book ac- 
count of each lot is adjusted to zero 
when it is known to be exhausted. 

There are, however, many cases 
which come to the attention of those 
having charge of the handling of large 
quantities of material of one sort or 
another, where the above method of 
using clay models will prove a valu- 
able suggestion. 

RALPH W. BUMSTEAD 
(Boston Office) 
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PROGRAM FOR BALANCE SHEET AUDITS 
This program is based on a tentative proposal for uniform accounting, 
submitted by the Federal Reserve Board, published in April, 1917, and is in 
the form of an index to that publication. It is recommended that members 


of the staff read the full explanations or instructions appearing in the 
pamphlet. 


Cash: Pages 
Count currency on hand, schedule memoranda, cheques, etc., prove 
with records (all cash funds simultaneously) ..................... a 
Reconcile bank accounts at closing date, verifying open items, con- 
firm balances direct with depositories... ...........ccccccccceess 7 


Examine cheques and deposits last settlement and ascertain that trans- 
actions for last few days are properly entered in cash book and 


bank: records to avoid: GVGTIANDIIE:. «oo... ooo c 5 oc oo os 6 evesers.0p 0 see ein 8 
If feasible and advisable, obtain original deposit slips and compare 
WEA GEEY CRIN CHORE, TOE POW AI iio coos. 6.0 eee eve 500 dsb we Bene S eGaergalleveeveners 8 


Notes Receivable: 
Request bookkeeper to prepare list showing date, maker, due date, 


CUE GE PAVE IONE. IUNEE GEEIIUIIIE ooo oi. Sessoms 50 Se awe dls ww ee 8 
Examine notes on hand, confirm all out of office and trace collections 
SU CR GE TN ia aia oe 5. 0556 bees sven edge ecesaranavacciealeua ane onesouels 8 
Ccnfirm discounted customers’ notes not matured and show as separate 
Lc LEIRSS ones Bh tenes ne ria Rect Rear Fnac n ema since FPR AENCOE yD A a 8 
Exemine and confirm collateral, and compare with records.......... 8 
Notes of officials, employees and affiliated concerns to be shown 
IR os soc chart vauiot cc coiconsiate te caiy ell acauek or evodeaei’eavinc vaucenee teenie sou erage eer 8 


Advisable to confirm with maker, if possible, to determine bona fide 
obligations (seldom feasible) 


il Sstcaicssivay micas anialre Wan ae 0 atearclva lank Gane aieaeh tk Male ae 9 
Accounts Receivable: 
Request bookkeepers to draw off lists of open balances distributed in 
columns as to age (See special instructions)...................... 9 
Balances should represent specific open items....................00. 9 
Check list with ledger, prove footings and agree with controlling 
IN ois coke craraiie cole co wuss pikaseuetone eecmtenereiaa.scvigus ap cea eae aae ered keetan 9 
Credit balances to be shown as liabilities on balance sheet.......... 9 
Examine composition of outstanding balances for old items in dispute, 
even though regular collections are being made (large balances only 
Weed be: analynee Tp this WANNER)... 6.0.6 66556 ccs bce ks aces tierra aucune 9 
Scrutinize accounts to verify sufficiency of reserve for bad debts...... 9 
Trade discounts and so-called cash discounts, if exceeding 1 pct., and 
freight allowances should have reserve provided in balance sheet.. 
Inquire reclaims for allowances, rebates, defective materials, etc...... 9 
Inquire as to whether any accounts receivable have been hypothe- 
CSU NNNINNIR III 5065 cschte wisn) ancw nie smeatuncit-oullvce eumad wanemcemeaaueabiie Meats 9 
Amounts owing by directors, officers and employees to be stated 
BEMREAUCLY TROTA CHAE ALCOMTIUE 55.0: 0.6.60: 00: 6:tane a disia! ies wells veveresialwee 9 


Deposits, guarantees and other extraordinary items, accounts with 
affiliated concerns even though arising from trading transactions not 
aN, SRN CUNO a oa '5 55 cesses Soars arene 60s lalo Sw nm lee sReheabus Ries 9 

Take up with partner in charge advisability of mailing statements of 
iP IID 5 is 5-9 06s e wtnneecineneaden seme abinn 10 
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Securities: 
Prepare list showing number of shares or bonds, description, par cost 
and book: value; rate of interest, G6... ...< 5 .....66ccccciccewcew ces 
Examine or confirm all securities, which should be in the company’s 


RE ioc acs oS tienda gah ans mpedsee Sieh as Duce ebinr atch Salm wahalonnldias Re eehe 
Temporary investment of surplus funds in marketable securities to be 
COMBIGCVOR QUICK ASHEES. ....... 2. cc cccn cece ccc eecccccecscccecasves 


Stocks or bonds representing control or material interest in affiliated 
or associated concerns to be considered fixed asset................. 
Obtain market value or examine balance sheets to determine asset 
WEUIG Of BUC SECUFILIOS. 5. 5 osc escsscsesie ce tis ard wes cccwacscreeebames 
Reserve to be provided for material reduction between market and 
RI ON 5 asa ance ress eral eye ak AvP aaaktdicd sa Grae he RA rrr ahin ss Gesas ursdete artes mim 
Hvypothecated investments must be indicated in balance sheet 
See that unmatured coupons are attached......................005. 
Verify income from dividends, interest, etc...................000- 
Insurance policies should be on hand to support deeds and mortgages 
and evidence that assessed taxes have been paid 
Inventories: 
Ascertain if any merchandise hypothecated, and if so, state in balance 
RE 8c car 5p. arn, cy. atin hiyah ew rr tb DoH Vd: ere HA WR Serie BN tense We eee RS 
Verification of inventories should receive special attention 
Compare basis at beginning and end of period...................... 
See that inventory sheets are certified and initialed by persons who 
took stock, etc., and satisfy yourself that they are responsible and 
CORCRUIRIIG VETOGME. qc hoc cc cdc cc neebecaeee eempedes soeeasngeeeees 
Test original sheets or tickets with typewritten copy................ 
Trace material discrepancy, if any, between physical and book inven- 
RO repack inenG Gras 6 OHH ROSAS, BS ECE EARLE ESR SOLED OO i we 
Test accuracy of footings, extensions, prices, etc 
Book inventories in lieu of physical.................. 0.2.00 0 eee 
Must consist of merchandise actually owned only.................. 
Purchase invoices covering all material received or in transit must be 
ENNIS 26 56 distin Ga SN A aida <iserdala dere sma cuwin ee mpiwelguewns 
Investigate for obsolete material, damaged stock, excessive quantities; 
prepare list of mactive stock accounts. ..... 2... ccc ccc sccececes 
Valuation to be at cost or market, whichever is lower 
Check Totals by “Gross Profit Teast... ..... 6 oc ccc ew ccccessccce 
Selling expenses, administrative expenses and interest must not be 
I ao click in Sued, ks a Sy-acle rane Laer WO ww GS BOR a 
Overhead added to manufacturing cost must be distributed on a fair 
ee IE EI NN 8 Sci igid Aicpiese Mate -A stiehyusliace a Sinhala = DuReaaNRiaee Daw mg 
Trede discount to be deducted............... cee eee teens 
Profit from partial shipments on large contracts not to be included un- 
less conditions are very unusual and special. Reserves should be 
made for provanle losses; NOWOVET. 26... ee ci ccc scseesesaceves 
Inventory should not contain machinery or other plant materials.... 
Advance payments on account of purchases not part of inventory; 
should be shown separately on balance sheet 
Plant and Equipment: 
Group accounts under headings Real Estate, Buildings, Machinery, etc. 
Ascertain whether based on appraisals or carried at cost........ : 
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Note balances at beginning of period, additions or deductions during 


year and balances at end............... re eee re ee ee eek. 14 
Verify additions, which must not cover renewals or improvements 

which do not increase the earning capacity of plant.............. 14 
Title deeds to be examined for purchases of real property............ 15 
Construction work in progress not to be shown as inventories........ 15 


Inquire regarding instalments due on account of construction work.. 15 
Leases to be examined and periods to run noted, so that improvements 


may be written off over periods of leases..................200000. 15 
Adequate reserves for depreciation ............... 0. cee eee ee ee ees 15 
Property destroyed by fire or otherwise, in excess of amount of salvage 

Oe ll a ee sia ep ae ae eee has Lee 15 

Goodwill, &e.: 
Ascertain how amount on books was created; similarly as to patents and 


other intangibles 


Deferred Charges to Operations: 
WORGE CHO NUOUN NONE a. oi is nteinr ocdia dara acer asin Seterrseced Mews wee seer 16 
Proof to be submitted in support of items carried forward.......... 16 
Notes Payable: 
Bookkeeper to prepare schedules showing date made, date due, payee, 


amount, collateral, interest rate; etc... ... 6.4... s cosas ceccecees 16 
Prove total with ledger account............. Ss Sibson vale ears eae eee 16 
Contirm with batiks, note: DrOWers, CLC: ..........66.0cccsecacdesccccuwmees 16 
Dratts accepted: to be: mciaded.. ..... .c2 cick isin css ce te cdinwwn 16 


Customers’ Notes discounted to be shown as a separate item........ 

Examine canceled notes for those recently paid or canceled by renewals 16 
Prepaid discount to be shown as deferred charge.................. 16 
Accrued interest to be shown as liability 


Accounts Payable: 
Bookkeeper to prepare trial balance or other list which should be care- 


BORED PEIN oie oe. 3 are Sony rans ce osele enigiolels Cas ah alee SE ee 17 
Balances should represent specific open items..................000- 17 
Creditors’ statements to be examined to prove all liabilities recorded.. 17 
CORRE ACOUNtS TE TR-GOWIE .oia.. 65c0.k ss osc sos. s sans eis wi sh casseigiaaliele) 2H 


Scrutinize files of unentered bills and items entered or vouched sub- 
sequent to period under review to determine that all liabilities have 


RUE ONE CI asia. vo: x. woe io'es rae» ow eee Sus si Shim ww ala. LS Weer 17 
Peruse minute books to assist in determining liabilities............. 17 
Purchase contracts for future delivery to be considered in connection 

With Yewerve for leas Im falli@ wWiaghet.......... 2 s.nscccussncdamwen 17 
Debit balances due to advance payments, etc., to be shown as separate 

MRSC DIO IE 5. So 5.59/55, rain Ow nce Sew ere mies eine AE 17 


Consigned goods may have been sold without liability being set up.. 18 
Inquire reclaims, suits, etc., if possible obtaining statement that all 
liabilities so far as known have been included.................... 18 


Contingent Liabilities: 
Endorsements, guarantees and unfilled contracts should be mentioned 
Ns, SANE ccs 5 Shni ce Saesstin on vice oka ease iste SUS wlio! NE Iw el eer Re . 18 
Customers’ notes discounted, if not matured, are contingent liabilities. 18 
Note especially comments under “Unfulfilled Contracts”......... wae 
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Accrued Liabilities: 
Interest on bonds, notes, accounts, loans, etc 
Taxes for state and local assessments, to be ascertained 
Federal income and excess profits tax to be provided for 
Wages accrued from last pay roll to date of audit to be estimated 
Water rates for concerns using large amount of water 
Traveling expenses and commissions (including all extra compensation 
amounts), ample provisions should be made for those not recorded. . 
Legal expenses, bill to be requested from attorney if one retained 
Liability for damages, etc., should be investigated 
Bonded and Mortgage Debt: 
Examine mortgage and bonds, and note security, maturity, rate, etc... 
If cebenture or income bonds, note particulars as above and whether 
bends are subordinated to other liabilities. 
Trustee to be asked to confirm bonded indebtedness................ 
Sinking Fund provisions, note and see that complied with 
Bonds redeemed during period to be examined or get cremation cer- 
tificate from trustee 
Advisable to examine registry records to verify amount of mortgage 
(consult partner before doing so) 
An examination of insurance policies may disclose liens or mort- 
I I AUNT NN 2s. henns can fet gu ve Ahn ce Tev- Rise ut 5a ty sind srcaiinives SidanlaningMviddsrkl ae 
Note remarks regarding judgments................000e cece ee eeees 
Capital Stock: 
Verify by inspection of stubs and ledger only when no registrar 
Transfer agent or registrar to confirm total issued 
Each class of stock to be shown separately on balance sheet 
Proceeds of sale during period to be verified 
If different classes of stocks have unusual redemption or liquidating 
provisions, make full notes of such provisions. 
Surplus: 
See that surplus at beginning of audit period represents accumulated 
earned profits and not surplus from revaluation of assets.......... 
Reconciliation should be made with surplus shown on balance sheet of 
the previous year 
Extraordinary items not applicable to current operations to be shown 
weer surpins and not profit and 108s... ... .......s..ccccccsceseneces 
Profit ond Loss: 
At first examination comparative profit and loss statement should be 
Ce SO CIN WOE on ae eiieie snob ek Gen a mromarnemedee ean 
Sales, allowances to customers, etc. 
Cost of sales 
Selling, general and administrative expenses.................022008- 
Other income 
Deductions from income.... 
General: 
Is sufficient insurance carried? 
If any cumulative dividends are unpaid, note dates and amounts. 
Has provision been made in the liabilities to cover all extra compensa- 
tion arrangements? 
These instructions cover small or medium-sized audits. In large 
concerns it may be necessary to adopt a different procedure 
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